THE SUBJECT AND AIM OF THE RESEARCH
The subject of the research is to determine how managers and employees in senior positions in banks perceive the role and importance of the external audit, and the aim is to provide suggestions for improving their perception, based on the answers to the questionnaire.
The importance of the research arises from the recent interest of academic researchers, practitioners, and regulators in the quality of external audit. This interest is the result of numerous financial scandals and the reaction of legislators and professionals to these scandals (Zhou, 2007) .
External audit is a subsequent assessment of business events and is conducted on the basis of existing documentation (Martić, according to Ljubisavljević, 2000) . An audit of financial statements is a systematic process of objective collection and evaluation of evidence regarding management's assertions on economic actions and events to the level of trust between those assertions and established criteria, and revealing of the results to interested users (Ljubisavljević, 2000) . The definition includes the following six elements: 1) an audit should be planned and have the strategy of the phases of the audit process; 2) objectivity means the neutrality of the person who performs the audit, as well as the quality of the auditing; 3) the collection and evaluation of evidence is the instrument of obtaining facts and documents on which the audit findings and reports are based; 4) economic activities and events are business activities which are the subject of audit from which the auditor draws conclusions and findings; 5) audit is performed in accordance with the International Standards on Auditing, and examines whether the financial statements are prepared in accordance with the International Financial Reporting Standards, i.e., the Framework for Financial Reporting and applicable regulations; 6) in order to be useful, audit results are provided to all interested parties.
It can be concluded that the objective of each audit is to provide interested users with an opinion on financial statement compliance with established criteria. In this manner the audit increases the reliability of financial statements (Trejci, 1994) . The external audit involves "checking the physical evidence and valuation of assets and examining the internal control's system to ensure the correct recording of transactions" (Kothari and Barone, 2006, p 374) . As experts outside the company, auditors review the information quality provided by management (Choi and Meek, 2008) .
The task of external auditors is to determine, objectively and with a necessary dose of scepticism, whether there are significant errors in financial statements and, based on the current financial reporting standards, voice their opinion on whether the company's financial statements fairly represent its financial position and profitability. In the absence of audit, the users of financial statements would have reason to be sceptical of the information (Benston et al., 2006) . External audit is a necessity in a society where crediting is widespread, in which bankruptcies happen on regular basis, and in which investors want to study the financial statements of numerous companies (Weirich and Churyk, 2010) .
To ensure objectivity, auditors should be independent from their clients. The latest developmental trends in the audit worldwide are reflected in the separation of the audit function from other accounting and auditing services. Auditors are increasingly prohibited from providing bookkeeping and other services to an audit client. The well-known American Sarbanes-Oxley Act provides such a prohibition (Reimers, 2008) . As a result of the recent reforms of corporate governance systems around the world, auditors do not report to the client's management team, which was previously the case, but to the client's audit committee, which is a part of the board. In order to provide an independent opinion on client's financial statements, the auditor must comply with the applicable auditing standards and conduct work with expertise, diligence, and integrity (Kothari and Barone, 2006) .
All the banks in our country, unlike commercial companies, are liable for external audit. Therefore, the subject of the research refers to: a) the types of services provided by auditing companies; b) the reasons (conditionality) for the need for external audit; c) the bodies which affect the quality of external audit; d) the economic benefits of external audit, and e) the inherent limitations of external audit.
RESEARCH METHODOLOGY
Empirical research into the external audit of the banks began by collecting data, and ended by applying the research results in practice. The research consisted of the following methods and analytic techniques (Milosavljević, Radosavljević, 2003 ):
1. Pre-research (data collection on the research subject); 2. Collecting data on empirical research; 3. Arranging the data collected; 4. Data processing and data analysis; 5. Conclusion and making findings; and 6. Recommendations for practice.
We have also used the following methods and procedures: a) general scientific methods (statistical, modelling method, and analyticaldeductive method); b) specific scientific methods; c) the procedures of logical thinking; d) research methods (analytical and synthetic method, systemic thinking, abstraction-concretization, content analysis, classification, and induction).
The most common techniques and methods in the paper are the questionnaire, statistical method, and content analysis.
DATA ON THE SAMPLE
The analyzed sample comprised 28 of the 33 banks operating in Serbia (85%), which is almost all of the banks. Basic data on banks that make up the sample, from the year 2010, are given in Table 1 . According to the capital origin, 11 banks in the sample (39%) are domestic, while 17 (61%) are foreign. All the banks are divided into two equal strata of large and small banks. The division is based on a combination of three criteria commonly used in the literature and legislation (e.g., the Law on Accounting and Auditing of the Republic of Serbia and the IV EU Directive) to measure the size of a company: the number of employees, total revenue, and assets. Fifteen bank head offices (i.e., their managers), eleven bank subsidiaries, and two bank branches were surveyed. Table 2 shows the classification of banks that comprise the sample according to each of these aspects (capital origin, size, and surveyed organizational unit). Questions in the questionnaire are of the closed type, and some had to be answered by the following gradation on a scale of 1 to 5:
1 -I completely disagree 2 -I do not agree 3 -I cannot decide 4 -I agree 5 -I completely agree.
The gradation enabled a detailed analysis of bankers' opinions of the external audit.
RESEARCH RESULTS
The primary service provided by an external auditor in a bank is the audit of financial statements. Secondary services, which are incompatible with the audit for the same client, are accounting, tax, consulting, etc. The services provided by the audit firms listed in the questionnaire are:
a) the audit of financial statements; b) the review of other financial information; c) non-financial performance measures; d) the assessment of the risks facing the bank; e) traditional accounting services; f) tax calculation; g) management consulting; and h) advice in the event of insolvency and financial difficulties.
The following graph shows the responses of Serbian banks on services provided by auditors. The research results show that the primary service that auditors provide to banks in RS is the audit of financial statements, which is consistent with the theoretical research and practice of other countries. Next are the review of other financial information and the assessment of the risk facing the bank. Banks rarely use the services of tax calculation, non-financial performance measurement, and traditional accounting services.
The following table shows the analysis of the use of these services by origin and size of the bank. The sample size, listed in Table 3 , reflects the fact that not all the data on the use of every service by each bank in the sample were available. Therefore, the actual sample is less than 28 in the case of each of these services. Table 3 shows that the review of other financial information (service b) and management consulting (service g) are more present in foreign banks than domestic banks. This is corroborated by the values of Cramer's contingency coefficient of 0.328 in the case of service b, and 0.252 in the case of service g, indicating the connection of medium intensity (Cramer's coefficient of 0.1 indicates a weak connection, 0.3 a medium connection, and 0.5 and over a strong connection). However, it should be noted that the values of Fisher's Exact Probability test are relatively high in both cases (0.274 for service b and 0.354 for service g), which indicates that there is a significant probability that the detected difference is only accidental, and the eventual change of the sample could lead to different results. Domestic banks show greater interest in the service of nonfinancial performance measures (service c), but Cramer's coefficient shows that the impact is of low intensity. Considering the relationship between bank size and the services used, we can conclude that the services of risk assessment indicates that there is a significant probability that the detected difference is only accidental.
The following reasons for audit are listed in the questionnaire: a) owners suspect that directors might abuse their capital; b) investors need quality information for decision making; c) managers could present biased information in financial statements; d) financial statements are the basis for important business decisions made by numerous users; e) the complexity of information increases the risk of errors in financial statements; f) financial statement users do not have direct access to accounting information; and g) managers see the audit as a security in the event of litigation.
Managers in Serbian banks consider the following reasons to be the most important in the emergence of the need for external audit: The graph and table clearly show that bank managers perceive the primary factor for needing external audit to be the importance of financial information to many stakeholders for making economic decisions. Bank managers attach the least importance to auditing providing security in the event of litigation.
The managers of foreign-owned banks generally show a higher level of agreement with the preceding attitudes relative to the managers of domestic banks, and the most pronounced differences are in attitudes related to the owners' suspicions about the abuse of their capital by directors (attitude a), the risk of bias in financial statements (attitude c), and the risk of errors in financial statements due to the complexity of information (attitude e). The implementation of Independent Samples T-test reveals a strong impact of capital origin on attitude e, as η 2 = 0.120 (η 2 of 0.01 indicates a weak impact, 0.06 a medium impact, and 0.14 a strong impact). The impact of the same factor on attitudes a and c is moderate, while its impact on other attitudes is small. Agreement with the attitudes concerning the need for audit is generally greater for the managers of large banks than for the managers of small banks. The differences are most pronounced in attitude d, where a large impact was noted (η 2 = 0.171, with p = 0.029), suggesting that the managers of large banks are aware of the importance of financial statements in decision-making. The impact of bank size on attitudes related to the risk of bias in financial statements (attitude c) and the inability of financial statement users to achieve direct access to accounting information (attitude f) are moderate.
The managers of subsidiaries and branches show a greater degree of agreement with all these attitudes compared to the managers of head offices, and the most noticeable differences are in relation to attitude a. The high value of the indicator η 2 (0.286) shows the great impact of the organizational unit on managers' attitudes towards the suspicions of the owner. Belonging to the organizational unit explains 28.6% of variance of the agreement with this attitude, with p = 0.003. Thus, the managers of subsidiaries and branches attach much more importance to the owners' suspicion of management compared to the managers of head offices. The high impact of the organizational unit is detected in the attitudes concerning the importance of financial statements for decision-making (attitude d) and investors' needs for quality information (attitude b).
The responsibilities of auditors are well known to bank officials, but not to the public and the users of audit reports. In recent years, due to world economic scandals, auditors' responsibilities have been enlarged in order to reduce the gap between their expected and actual performance. The questionnaire asked if this environment has affected attitudes towards audits in recent years, through: a) paying attention to discovering fraud; b) increasing financial statement credibility; c) ensuring greater customer trust in financial statements; and d) assessing the bank's interactions with the environment -economic and social (e.g., assessing the bank's business profitability and viability).
The bankers' opinions are given in the following graph: The following table shows the average of respondents' answers to the questions concerning the impact of environment, for all the banks and their individual categories (strata). Based on these results we can conclude that most respondents believe that the changes that have occurred in recent years in the environment had a positive effect on reducing the gap between the expected and actual performance of auditors. Managers of foreign banks show a slightly higher level of agreement with all the attitudes compared to the managers of domestic banks, which is most evident in attitude d, banks' interaction with the environment. The managers of the large banks show a higher degree of agreement with all the attitudes than the managers of the small banks, and the difference is most conspicuous in the attention paid to detecting fraud (attitude a) and the increase of financial statement credibility (attitude b), where the impact of bank size on these attitudes is pronounced (η 2 = 0.220 for attitude a and η 2 = 0.159 for attitude b, with p < 0.05 in both cases). Managers of subsidiaries and branches show a higher degree of agreement with all the attitudes than the managers of head offices, and the difference is most pronounced in attitude d, with a fairly high η 2 (0.234) and p < 0.05.
In the Republic of Serbia the Chamber of Certified Auditors and the Ministry of
Finance verify the quality of external auditing, as well as EU auditors regarding donations from the EU. The questionnaire asked which aspects of audit regulation these bodies best provide: a) prescribing professional bodies' standards and ethical codes; b) establishing an audit firm's system of quality control; c) continuing professional education by the accounting profession; and d) independent regulation of professional bodies by the state and taking disciplinary measures.
The replies of banks' management are shown in the following graph. The following table shows the average of respondents' answers to the questions concerning the impact of the environment, for all the banks and their individual categories (strata). The table shows bankers' belief that the quality of the audit depends on, in the following order: a) professional bodies, b) audit firms, c) the accounting profession, and d) the state. There is no obvious difference of opinion between the managers of domestic banks and managers of foreign banks on how to ensure audit quality. Managers of large banks, compared to managers of small banks, attach considerably more importance to the establishment of a system of quality control by the audit firms (attitude b), with η 2 = 0.194 and p = 0.019, and there is a moderate difference regarding the issue of the role of professional bodies. There are also differences between the attitudes of managers of subsidiaries and branches, on the one hand, and managers of head offices, on the other hand, regarding the role of professional bodies and audit firms, in the sense that the managers of subsidiaries and branches attach greater importance to it.
The auditors are aware of the benefits of external audit, which is not the case with all of its users, including the banks. Their answers, presented in the following graph, demonstrate this. The economic benefits of the audit listed in the questionnaire are: a) it facilitates a bank's access to capital markets; b) it lowers the cost of raising capital for customers; c) it prevents accountancy and management inefficiency and fraud; and d) it contributes to the improvement of internal controls, risk assessment, and business efficiency of a bank. The following table shows the average of respondents' answers to the questions concerning the economic benefits of external audit, for all the banks and their individual categories. According to respondents, the most important benefit of external audit is its contribution to the improvement of a bank's internal controls, risk assessment, and business efficiency, while on average they have no attitude about the audit's ability to contribute to lowering the cost of capital. Capital origin and bank size, as shown in Table 7 , do not have a big impact on managers' attitudes to the benefits of audit. Managers of subsidiaries and branches largely perceive the benefits of external audit in comparison to the managers of head offices, and the differences are most pronounced in terms of the prevention of inefficiency and fraud (attitude c), with η 2 = 0.301 and p = 0.003, as well as the capabilities of audit to facilitate the bank's access to capital (attitude a), with η 2 = 0.255 and p = 0.006.
The inherent limitations of external audit listed in the questionnaire are: a) the time gap between the balance sheet date and audit report presentation; b) audit testing by the method of sampling; c) excessive reliance on specialized computer packages; d) the forming of professional evaluations in highly specialized areas, and e) the standard form audit report.
Respondents' attitudes towards the limitations of external audit are presented in the following graph. Bankers believe that a standard form audit report and testing by the method of sampling are the most inherent limitations. Testing by the method of sampling is by far the most serious limitation according to the managers of foreign banks, compared to the managers of domestic banks. The managers of large banks, compared to the managers of small banks, find that the forming of professional evaluations in highly specialized areas is a major limitation of the audit, with η 2 = 0.152 and p = 0.04. Furthermore, the managers of large banks, compared to the managers of small banks, find that the time distance between the balance sheet and audit report presentation is a somewhat more serious limitation. The managers of subsidiaries and branches attach more importance to the same problem compared to the managers of head offices (η 2 = 0.173 and p = 0.028). In addition, compared to the managers of head offices the managers of subsidiaries and branches believe that testing by the method of sampling (η 2 = 0.220 and p = 0.012) and excessive reliance on specialized computer packages (η 2 = 0.286 and p = 0.003) are greater limitations of the audit.
LIMITATIONS OF THE RESEARCH
The research on the external audit of Serbian banks had the following limitations:
• Not all the banks in the Republic of Serbia were included; • Answers were not only provided by the head offices, but branches as well; • Certain respondents did not understand some questions; • Not all the respondents were from the sector of internal audit; • None of the questionnaires could encompass all relevant areas of the research; • All responses are convincing rather than definitive; • Questions include a large dose of judgment by the auditor who composed them, and • Drawing conclusions based on the collected responses of bank managers and bank employees in managerial positions depends on assessing the reality of their estimations.
Only five banks did not complete the questionnaire, citing lack of time and privacy.
FINAL REMARKS
The variety of answers to the questionnaire (which are based on the referenced American literature) shows that most bankers do not understand or disagree on the role and importance of external audit. Therefore, suggestions for overcoming the crisis in auditing theory and practice are:
• to improve the legislative audit regulation (the concept of self-regulation is not sustainable); • to improve the quality and reliability of the process of independent audit (by improving the quality of audit record and by precise definition of the necessary qualifications of auditors); • to strengthen the professional liability of auditors and standardize their ethical behaviour; • to expand the standard forms of audit report with additional notifications and more complex forms of assurance; • to increase the requirements for the disclosure of off-balance sheet transactions, and • to manage bank's risks and create added value by increasing the value of its shares.
